SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board

Author: Bates and Knox Analyst: Ki nberly Pantoj a Bill Number: AB 763
Related Bills: _See Prior Analysis Telephone: 845-4786 Amended Date: 05/ 24/ 99
Attorney:  Patrick Kusi ak Sponsor:

SUBJECT: Child Adoption Credit Conformty

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as amended
X May 11, 1999

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SES OF BILL ASAMENDED April 5,1999, and May 11, 1999, STILL APPLY.
X OTHER - See comments below.

SUMVARY OF BILL

Under the Personal Incone Tax Law (PITL), this bill, by conformng with

nmodi fications to the federal adoption credit, would allow a state credit equal to
50% of the costs above $5,000 ($6,000 in the case of a child with special needs)
but not in excess of $10,000 ($11,000 in the case of a child with special needs)
paid or incurred by the taxpayer for an adoption that is not eligible for the
current state credit for public agency adoptions.

SUMVARY OF AMENDMENT

The May 24, 1999, anendnents resolved the policy concern regarding a repeal date
identified in the departnment's analysis of the bill as anended April 5, 1999, and
a technical consideration identified in the departnment's analysis of the bill as
anmended May 11, 1999. However, the repeal date has raised an inplenmentation
concern, discussed bel ow

The anendnents al so added | egislative intent |anguage regarding the enactnent of
this credit and added a reporting requirenent for the Franchise Tax Board (FTB)
to identify the total anmount of tax credits claimed and all owed for adoption

rel ated expenses.

The remai nder of the departnment’'s analyses of the bill as anmended April 5, 1999,
and May 11, 1999, still apply.

EFFECTI VE DATE

This bill is a tax levy and would apply to taxabl e years beginning on or after
January 1, 1999, and before January 1, 2005.
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| npl ement ati on Consi deration

Recent credits have been enacted with a limt on the carryover since
experi ence has shown credits are typically exhausted within eight years.
The carryover for this credit is not limted, requiring the departnent to
keep the credit on the tax returns indefinitely.

The bill requires the departnent to report annually on the prior year's
credit use. Since the due date for the tax returns is April 15 wth an
automati ¢ extension to Cctober 15, the departnent could provide only a
prelimnary report in the succeeding year, but would not have conplete
information for the precedi ng taxable year.

The credit has intent | anguage specifying that the credit should be

avail able as long as a federal credit is allowed. The federal credit ends
in 2001 for regular adoptions and continues indefinitely for special needs
adoptions. However, this credit sunsets January 1, 2005. The intent

| anguage appears to conflict with the sunset date: the state credit would

al | ow regul ar adoptions for four years after the federal credit ends, and
the federal credit for special needs adoptions will continue after the state
credits ends.

Techni cal Consi deration

Amendment 1 has been provided to nmake a clarifying technical change.

Amendnent 2 has been provided to correct an incorrect |Internal Revenue Code
reference.

LEG SLATI VELY MANDATED REPCRTS

The FTB woul d be required to report in 2001, and each year thereafter, the tota
anount of tax credits clainmed and all owed for adoption rel ated expenses, and to
the extent the information is available, the distribution by adjusted gross

i ncone class of taxpayers allowed either of the credits.

BOARD POSI TI ON

Neut r al

At its March 23, 1999, neeting, the Franchise Tax Board voted 2-0 to take a
neutral position on this bill, as introduced February 24, 1999.
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FRANCH SE TAX BOARD S
PROPOSED AMENDMENTS TO AB 763
As Amended May 24, 1999
AMENDMENT 1

On page 2, line 7, strike "in an anmount” and insert:

an anount

AVENDMENT 2
On page 2, line 20, strike "23(d)" and insert:

23(c)



